Woman C.P.A.
Volume 29

Issue 6

Article 5

10-1967

Tips for Busy Readers
Mary F. Hall

Follow this and additional works at: https://egrove.olemiss.edu/wcpa
Part of the Accounting Commons, and the Women's Studies Commons

Recommended Citation
Hall, Mary F. (1967) "Tips for Busy Readers," Woman C.P.A.: Vol. 29 : Iss. 6 , Article 5.
Available at: https://egrove.olemiss.edu/wcpa/vol29/iss6/5

This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It
has been accepted for inclusion in Woman C.P.A. by an authorized editor of eGrove. For more information, please
contact egrove@olemiss.edu.

TIPS FOR BUSY READERS
MARY F. HALL, CPA, Editor

mobility to a greater or lesser degree. Dr.
Schmukler lists a number of determinants of
capital mobility, and also discusses at some
length ways of arriving at the capital mobil
ity of proposed investments.
Capital mobility has the primary advan
tage, as discussed, of furthering the basic
business aims of maximizing overall net earn
ings and conserving corporate capital. Dr.
Schmukler also lists other advantages and con
cludes the article by saying that capital mo
bility should be recognized as a significant
factor in the capital budgeting decision.

“Capital Mobility and the Investment
Decision,” Nathan Schmukler, “Management
Services,” July-August 1967, Volume 4, No.
4.
In this article Dr. Schmukler recom
mends that capital mobility be considered
when investment decisions are being made.
He defines capital mobility as a measure of
the recoverability of an investment other than
by the service of the asset in the original use
and environment for which the investment
was initially made. The value basis for capital
mobility depends upon the alternative use po
tential of the asset, by the original investor
or by others. One illustration given in the
article is that of a company which in an ex
pansion program has a choice between two
new product lines, each requiring additional
investment. Product line A can be manu
factured with the kind of equipment current
ly used for the company’s major product lines.
Product line B, on the other hand, requires
highly specialized machinery for which no
other company use exists.
There are several types of capital mobility.
Functional mobility of an asset may be based
on its capability of serving a function other
than the one originally planned. For example,
vats used in a processing operation may serve
instead as storage units.
Product mobility describes the service of
an asset in its original function but applied
to a product different from the product for
which the asset was initially acquired. Equip
ment purchased to fill tubes of toothpaste,
but capable of filling jars of hair dressing also,
would be an example.
Place or plant mobility refers to the fact
that equipment may have a service value in
a plant, warehouse, or office other than in
its original location.
Capacity or efficiency mobility refers to
the “downgrading” of machinery when the
equipment is no longer capable of attaining
the standards of output and performance re
quired in its primary and original use.
Time mobility arises from the probabil
ity that an asset will acquire a use value if
retained for the future, even if there is no
present use application.
Mobility is not an absolute quality that
assets either possess or totally lack but is rath
er a relative concept, and assets may claim

Mary E. Burnet, CPA
Rochester Institute of Technology
Rochester, New York
“Practitioner’s Participation in Revenue
Agents’ Examination,” Gerald A. Klein, and
Walter V. Bernard, Jr., The Michigan CPA,
March-April, 1967, Volume XVIII, Number 5.
This article on Internal Revenue Service a
gents’ examinations covers material which is
completely familiar to members who are in
volved in sizeable tax practices. Its principal
value, therefore, is to accountants employed in
other types of work or to the beginning ac
countant. The authors begin by outlining vari
ous conditions which will make a return more
subject to selection for audit. They then in
dicate the differences between an office audit
and field audit.
Throughout the article, the authors present
clearly the rights of the taxpayer, the choices
which he has, and both the powers and limita
tions of powers of the Internal Revenue Serv
ice employees. The possibility of obtaining tech
nical advice from the National Office of the
Internal Revenue Service is discussed. The au
thors also point out the advantage to the tax
payer in settling a tax dispute at the lowest
possible level. As a tax dispute travels through
the administrative channels, there is more and
more pressure on the agent to justify changes
which he has recommended. The article pro
ceeds from the simple situation in which the
case is settled by agreement between agent
and taxpayer, through the progressively more
complicated steps of the District Audit Divi
sion, the Regional Appellate Division, and the
Tax Court. At each level, the authors describe
the persons who are involved on behalf of both
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the taxpayer, and the Internal Revenue Serv
ice, and also discuss witnesses which may be
permitted. They explain the “30-day letter”
and the “90-day letter.” At each step, they
examine the two possible alternatives: i.e., the
settlement or agreement which will lead to
execution of Form 870; or disagreement which
leads, logically, to the next step in the admin
istrative channel.
When settlement is indicated, the authors
also discuss the procedures which the IRS fol
lows between agreement and the mailing to
the taxpayer of notice of tax due or refund of
overpayment. Also included in the article is
reference to the Audit Division Review Staff,
its function and the fact that there has been
a recent tendency to assign reviewers on an
industrial basis in order to achieve more uni
form application of the law to taxpayers in any
one industrial group.
The article is well documented by reference
to revenue procedures, IRS publications and
sections of the Regulations. The authors are
commended for having prepared an extremely
readable article, written with a minimum of
technical jargon. Even members who are only
casually interested in tax matters will enjoy
reading this most informative and interesting
article which highlights the rights of the U.S.
taxpayer when his tax return is selected for
examination by the Internal Revenue Service.

Dr. Marie E. Dubke, CPA
Central Michigan University
Mount Pleasant, Michigan
“Pareto’s Law and Modern Management,”
C. Jay Slaybaugh, “Management Services,”
March-April 1967, Volume 4, No. 2.
Vilfredo Pareto was a late nineteenth cen
tury economist who had worked twenty years
as an engineer and was mathematically orient
ed. His law states, in essence, that the signif
icant items in a given group normally con
stitute a relatively small portion of the total
items in the group.
Shortly before World War II inventory
control analysts discovered that when inven
tory items were plotted on a cumulative per
centage graph in order of descending value,
Pareto’s relationship seemed to emerge. Ten
to 20 per cent, for example, of the items in
a given inventory accounted for 80 to 90 per
cent of the total dollar value of the inventory.
Later observation of other areas of business
management has shown a widespread appli
cability of Pareto’s law. Twenty per cent,
for example, of the products of a company
usually account for 80 per cent of its sales,
20 per cent of a firm’s employees normally
account for 90 per cent of the tardiness, 10

per cent of a company’s accounts receivable
may account for 80 per cent of the dollars
receivable, and 10 per cent of a firm’s en
gineers may be responsible for 90 per cent of
its patents.
In spite of such relationships as those
mentioned above, we usually find uniform
control systems which apply equally to all
items in the group. Many companies, for ex
ample, maintain uniform inventory records
and controls for each inventory item even
though in terms of return on the investment
of time and effort the uniform control approach
is not sound. Efficient management requires
that the amount of management effort ap
plied varies in direct relationship to the im
portance of the item being managed.
If the individual manager is to be effective,
he must segregate the important elements
under his control from the insignificant ones
and then allocate large amounts of his time,
effort, and executive skill to the most impor
tant items in his sphere of operations. The less
important items under the manager’s control
can be delegated to subordinates as training
assignments with amounts of supervision vary
ing with the importance of the item, or many
of these items can be put into data processing
systems and controlled by the exception prin
ciple.
The article continues with a discussion of
inventory management, including an exhibit
showing the use of economic order quantities,
a discussion of work measurement, of auditing,
of cost reduction, and concludes with a section
on the wide application of Pareto’s law to in
dustrial problems. There are several graphs,
one showing, for example, parts usage distri
bution, and another showing clerical task time
requirement distribution.
It seems to this reviewer that one of the
greatest values of Pareto’s law is that it is
equally applicable to a small company whose
records are all kept manually and to a large
company whose records are all kept by var
ious methods of data processing.
Mary E. Burnet, CPA
Rochester Institute of Technology
Rochester, New York
“What Operations Research Means to the
Accountant,” Joe F. Moore, Management Serv
ices, November-December, 1966, Volume III,
Number 6; and “Scientific vs. Practical Man
agement: A Pragmatic Approach,” Gordon L.
Murray, Management Services, January-Feb
ruary, 1967, Volume IV, Number 1.
Two recent articles in “Management Serv
ices” give somewhat contrasting views of
operations research, or management science.
(continued to page 14)
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(continued from page 12)
Mr. Moore in the first article states that the
interplay between the operations researcher
and the accountant is already extensive and
is growing. He defines operation research on
the philosophical level as the application of
scientific methods to problems that have for
merly been considered nonscientific, and in
terms of technique, as a methodology that in
cludes such techniques as mathematical
simulation, statistics, optimization, and various
methods of electronic computation.
The article points out that there is no such
thing as an “average” operations research study,
but all projects have certain things in common,
including organization of the work effort. Any
operations research study must begin with a
definition of the problem. The next step is to
survey the information available. This is usual
ly followed by the construction of mathematical
models.
An operations research study and a com
pany’s accounting system are closely related
in several ways. The accounting system is the
primary source of much of the data used in
the study. The accounting system may also
be used as a vehicle for implementing the rec
ommendations and conclusions of the study.
The article, however, points out some of the
deficiencies of accounting data, and discusses
the problem of retrieving data from an ac
counting system.
The author’s conclusion is that operations
research is profoundly affecting the thinking
and actions of modern managers, and the needs
of the operations research analyst are rapidly
becoming the needs of the scientific and analy
tical manager.
In “Scientific vs. Practical Management: A
Pragmatic Approach” Mr. Murray raises the
question, “Which is more effective—manage
ment science or practical experience?” He be
lieves that the gulf between the business
theorist and the hard-headed man of experience
is wide, and the purpose of his article is to
present suggestions as to how to achieve a
compromise that works.
Mr. Murray believes that he, as a consult
ant, has to adopt what is essentially a prag
matic view and that the pragmatic view is
also the one for the businessman to take.
The article discusses the early development
of operations research and states that the es
sential characteristics of the operations re
search method are systems orientation, use of
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inter-disciplinary teams, and the adaptation of
the scientific method. Each of these character
istics is discussed briefly, followed by an ap
plication of the pragmatic approach and the
purist’s approach to two actual problems.
A Harvard Graduate Business School study
of the extent to which business management
has embraced and put into practice “man
agement science” techniques is summarized.
Using a broad definition of management science,
the study found more than 80 % of the largest
corporations taking advantage of one or more
of the new techniques, with this practice ex
tending from production scheduling and in
ventory control to personnel, marketing, and
research and development areas. Another con
clusion of the study was that the researchers
found that no matter how competent the man
agement science practitioner may be in his
own field, few of them are skilled in the art
of managing a business. As a result, the man
agement scientists may propose sophisticated
techniques based on invalid assumptions, or
elegant solutions to insignificant problems.
Mr. Murray’s conclusion is that perhaps we
need two kinds of players in the business arena,
on the one side the purists with a scientific
point of view and research interest, and on the
other side people with a business and profit
point of view and with an interest largely in
the ends rather than in the means. The latter
group should follow developments closely to
recognize opportunities to apply more scientific
approaches and to adapt and implement solu
tions in a practical manner.
Mary E. Burnet, CPA
Rochester Institute of Technology
Rochester, New York

Evaluation of an Internal Control System

(continued from page 8)
ments, constitute the major tools of evalu
ation. In the large company, the auditor fre
quently must evaluate an electronic data
processing system. In such an event, he
must work through the system in order to test
its capabilities. The use of test decks contain
ing known errors provides a test of the pro
gram’s response to a particular class of error
in which the auditor is interested. Under any
circumstances, the auditor’s skill, judgment,
and perception are critical to a good evalua
tion of an internal control system.

